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SUMMARY   OF   RECOMMENDATIONS 

This  listing   serves  as  a  means  of  summarizing  the  recommendations 
contained   in  the  report  and  the  audited  agency's   reply. 


Recommendation  #1 

The  division  perform  a  periodic  reconcilia- 
tion of  dollar  balances  recorded  on  the  com- 
puter subsystem  and  SBAS  for  contributions 
and   refunds. 

Agency   Response:      Concur.      See  page  19. 

Recommendation  #2 

The  division  establish  a  procedure  for  a 
monthly  management  review  of  the  propriety 
of  benefit  payroll  changes. 

Agency  Response:      Concur.      See  page  19. 

Recommendation  #3 

The  division   prepare  a  written  disaster 
recovery  plan  and  establish  procedures 
which  will  assure  processing  of  the  retire- 
ment system's  applications  in  the  event  of 
a  disaster. 

Agency  Response:      Concur.      See  page  19. 

Recommendation   #4 

The  division   revise  its  security   rules  to 

further  restrict  access  to  its  production 

files. 

Agency   Response:      Concur.      See  page  19. 

Recommendation  #5 

The  division  establish  procedures  that  will 
enable  the  transfer  of  retirees'  accounts 
from  the  annuity   savings   fund   to  the  pen- 
sion accumulation  fund   in  accordance  with 
state  law. 

Agency   Response:      Concur.      See  page  20. 
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INTRODUCTION 

We  performed  a  financial/compliance  audit  of  the  Teachers' 
Retirement  Division  of  the  Department  of  Administration  for  the  two 
fiscal  years  ended  June  30,  1984.  The  objectives  of  the  audit 
were  to:  (1)  determine  if  the  division's  financial  statements  pre- 
sent fairly  its  financial  position  for  the  fiscal  year  ended  June  30, 
1984  and  the  results  of  its  operations  for  each  of  the  two  fiscal 
years  then  ended;  (2)  determine  the  division's  compliance  with 
applicable  laws  and  regulations;  and  (3)  review  the  adequacy  of 
the  management  information  systems  and  make  recommendations  for 
improvement  in  the  division's  management  and   internal  controls. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  the  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing the  recommendation. 

We  thank  the  division  administrator  and  his  staff  for  their 
cooperation  and  assistance  during  our  audit. 

BACKGROUND 

The  Montana  Teachers'  Retirement  System,  established  by 
state  law  in  1937,  currently  has  more  than  14,000  active  members. 
Approximately  5,000  retirees  or  their  beneficiaries  received  retire- 
ment,  disability,   or  survivor  benefits  in  June,    1984. 

The  retirement  system  is  governed  by  a  six  member  retire- 
ment board.  The  responsibilities  of  the  board  include,  but  are  not 
limited  to  the  following: 

1.  Establishing    rules    and    regulations    necessary    for    the    proper 
administration  and  operation  of  the  retirement  system. 

2.  Determining    the    eligibility    of    a    person    who    is    applying    for 
membership  in  the  system. 

3.  Granting    retirement,    disability    and    other    benefits    under    the 
provisions  of  Title   19,    Chapter  4,    MCA. 

4.  Designating   an   actuary   to   provide   consultation    on    the   techni- 
cal actuarial  aspects  of  the  retirement  system. 


Membership  in  tlie  retirement  system  is  compulsory  for  all 
members  of  the  teaching  profession,  except  for  persons  teaching 
less  than  six  weel<s  during  the  absence  of  a  regular  teacher  and 
teachers  employed  by  private  schools. 

The  retirement  system  is  funded  by  contributions  from  active 
members  and  their  employers,  and  earnings  on  the  system's  invest- 
ments. Active  members  currently  contribute  7.044  percent  of  their 
earned  compensation  while  employers  contribute  7.320  percent  of 
the  earned  compensation  of  each  member  employed. 

The  State  Board  of  Investments  invests  member  and  employer 
contributions  to  the  system  in  the  various  securities  permitted  by 
law.  The  State  Treasurer's  Office  is  the  custodian  of  the  secu- 
rities owned  by  the  system  and  the  contributions  collected  by  the 
retirement  system.  The  division  also  maintains  the  Fullam  Trust 
Fund.  This  fund  is  the  result  of  a  teacher's  estate  bequest  to  the 
division  in  1966  for  use  at  the  discretion  of  the  Teachers'  Retire- 
ment Board  for  the  operation  of  the  retirement  system. 

An  actuarial  valuation  of  the  retirement  system  is  performed 
biennially.  The  most  recent  valuation  was  completed  as  of  July  1, 
1983.  The  purpose  of  the  valuation  is  to  determine  the  financial 
position  of  the  fund,  the  normal  cost,  and  the  unfunded  accrued 
liability  based  upon  present  and  prospective  assets  and  liabilities 
of  the  system. 

As  of  July  1,  1983,  the  actuary  determined  the  system  was 
funded  on  a  actuarially  sound  basis.  The  amortization  period  for 
the  current  unfunded  liability  was  40.25  years  at  July  1,  1983. 
Although  the  recommended  amortization  period  for  the  unfunded 
liability  is  40  years,  the  funding  of  the  Teachers'  Retirement 
System  has  improved  significantly  since  the  July  1,  1981  actuarial 
valuation.  At  that  time  the  amortization  period  for  the  current 
unfunded  liability  was  48.5  years.  The  amortization  period  was 
reduced  from  that  of  the  previous  valuation  because  the  amount  of 
employer  and  employee  contributions  was  increased. 


SBAS   RECONCILIATION 

The  Teachers'  Retirement  Division  (TRD)  does  not  perform  a 
timely  reconciliation  of  contribution  and  refund  amounts  recorded 
on  its  computerized  subsystem  to  amounts  recorded  on  the  State- 
wide Budgeting  and  Accounting  System  (SBAS).  Because  a  recon- 
ciliation was  not  performed  at  June  30,  1984,  there  was  an 
unexplained  difference  of  $26,369,200  in  the  amounts  recorded  on 
the  two  systems  for  the  portion  of  the  fund  balance  attributed  to 
employee  contributions. 

A  reconciliation  between  the  two  systems  is  important  as  it 
ensures  the  reliability  of  the  amounts  recorded  on  each  system. 
The  division  has  been  working  on  reconciling  the  two  amounts  and 
has  been  able  to  resolve  most  of  the  unexplained  difference. 

In  our  prior  audit  we  recommended  the  division  reconcile  the 
balances  recorded  on  the  computer  subsystem  to  balances  on 
SBAS.  At  that  time  division  personnel  responded  that  a  recon- 
ciliation was  being  performed  annually.  Their  position  was  reit- 
erated at  the  beginning  of  this  audit.  We  observed  that  the 
division  does  reconcile  SBAS  input  documents  to  transactions 
recorded  on  the  computer  subsystem,  but  without  a  reconciliation 
of  actual  dollar  balances  as  recorded  on  each  system  this  proce- 
dure does  not  provide  assurance  that  all  transactions  are  actually 
recorded  on   both  systems. 

RECOMMENDATION   #1 

WE  RECOMMEND  THE  DIVISION  PERFORM  A  PERIODIC 
RECONCILIATION  OF  DOLLAR  BALANCES  RECORDED  ON 
THE  COMPUTER  SUBSYSTEM  AND  SBAS  FOR  CONTRIBU- 
TIONS AND   REFUNDS. 

BENEFIT   PAYROLL 

The  administrator  and  assistant  administrator  authorize  the 
establishment  of  a  new  retiree's  benefit  payment.  The  retirement 
clerk  at  the  division  then  has  sole  responsibility  for  adding  the 
new  retirees  and  making  other  changes  to  the  benefit  payroll. 
The     additions     and     changes     are     not     reviewed     by     supervisory 


personnel.  Such  a  review  should  be  performed  to  reduce  the  risk 
of  unauthorized  changes,  accidental  or  intentional,  going 
undetected.  The  administrator  stated  there  are  not  enough 
management  level  personnel  to  review  all  the  work  performed  by 
the  employees.  Alternatively,  a  procedure  could  be  implemented  in 
which  a  random  sample  of  additions  and  changes  are  reviewed  each 
month.  This  would  not  require  as  much  time  and  would  provide 
some  assurance  that  the  transactions  are  proper. 

RECOMMENDATION   #2 

WE  RECOMMEND  THE  DIVISION  ESTABLISH  A  PROCEDURE 
FOR  A  MONTHLY  MANAGEMENT  REVIEW  OF  THE  PROPRIETY 
OF  BENEFIT   PAYROLL  CHANGES. 

DATA   PROCESSING 

Background 

The  Teachers'  Retirement  Division  maintains  a  computer 
subsystem  which  is  used  to  record  member  contributions  and 
refunds.  The  division  also  maintains  another  computer  subsystem 
which  produces  the  monthly  benefit  payroll.  The  following  sec- 
tions discuss  data  processing  system  disaster  recovery  and  file 
security  concerns  we  noted  during  the  audit. 

Disaster  Recovery 

The  division  has  no  written  disaster  recovery  plan  in  the 
event  the  state's  central  computer  is  destroyed  or  damaged.  TRD 
officials  explained  what  they  might  do  in  a  disaster  situation,  but 
no  written  plan  exists. 

Individual  state  agencies  are  responsible  for  arranging  their 
own  computer  processing  if  the  central  computer  is  not  available. 
The  Computer  Services  Division  (CSD)  of  the  Department  of 
Administration  has  a  plan  for  establishing  an  emergency  computer 
center,  which  would  have  limited  processing  capacity.  To  use  the 
center,  an  agency  is  required  to  obtain  certification  from  CSD  that 
its   application    is   a   priority   to   the   state.      Such   certification   would 


be  an   integral   part  of  the  TRD's  disaster   recovery  plan  if  it   relied 
on  this  alternative  center  to  do  its  processing. 

in  addition  to  providing  for  alternate  processing,  a  disaster 
plan  should  also  document  contingencies  for  disaster  backup  of 
data  files.  We  determined  TRD  data  files  are  backed  up  on  a 
monthly  basis  and  are  stored  at  a  location  separate  from  CSD. 
TRD's  plan  should  include  documentation  of  these  data  backup 
procedures. 

RECOMMENDATION   #3 

WE  RECOMMEND  THE  DIVISION  PREPARE  A  WRITTEN  DISAS- 
TER RECOVERY  PLAN  AND  ESTABLISH  PROCEDURES  WHICH 
WILL  ASSURE  PROCESSING  OF  THE  RETIREMENT  SYSTEM'S 
APPLICATIONS   IN   THE   EVENT  OF  A   DISASTER. 

File  Security 

The  division  should  strengthen  security  to  protect  its  produc- 
tion file  from  unauthorized  access.  During  our  review  of  the 
computer  file  security  system  at  the  division  we  noted  that  most 
systems  analysts  and  computer  programmers  in  CSD's  Systems 
Development  Bureau  (SDB)  have  access  to  TRD's  production  file. 
SDB  employees  should  not  need  to  access  the  production  file. 
Changes  and/or  updates  should  be  tested  and  perfected  on  a 
separate  file.  The  only  people  who  require  access  to  production 
files  are  input/output  controllers  and  selected  TRD  personnel. 
Allowing  personnel  to  have  unnecessary  access  to  retirement  bene- 
fit and  contribution  files  increases  the  risk  of  unauthorized  alter- 
ations to  the  files. 

RECOMMENDATION    #4 

WE  RECOMMEND  THE  DIVISION  REVISE  ITS  SECURITY 
RULES  TO  FURTHER  RESTRICT  ACCESS  TO  ITS  PRODUC- 
TION   FILES. 


INTERNAL  CONTROLS 

We  have  examined  the  financial  statements  of  the  Teachers' 
Retirement  Division  for  the  two  fiscal  years  ended  June  30,  1984. 
We  issued  our  opinion  dated  August  7,  1984,  on  these  statements. 
As  part  of  our  examination,  we  made  a  study  and  evaluation  of  the 
systems  of  control  of  the  division.  Our  study  evaluated  the 
system  as  required  by  generally  accepted  governmental  auditing 
standards  for  financial/compliance  audits.  We  classified  the  con- 
trols in  these  categories:  (1)  revenue,  (2)  expenditures, 
(3)  payables/ receivables,  (4)  cash,  (5)  payroll,  and  (6)  electronic 
data  processing   (EDP). 

We  evaluated  controls  over  revenue,  expenditures,  and  EDP. 
We  did  not  test  controls  for  the  other  categories  because  it  was 
more  efficient  to  perform  substantive  testing.  Through  our  study, 
we  determined  the  nature,  timing,  and  extent  of  our  auditing 
procedures.  We  did  not  evaluate  the  control  system  to  the  extent 
necessary  to  give  an  opinion  on  either  individual  segments  or  the 
system  as  a  whole. 

The  management  of  the  division  Is  responsible  for  establishing 
and  maintaining  a  system  of  accounting  control.  In  fulfilling  this 
responsibility,  estimates  and  judgments  by  management  are 
required  to  assess  the  expected  benefits  and  related  costs  of 
control  procedures.  The  objectives  of  a  system  are  to  provide 
management  with  reasonable  assurance  that:  1)  assets  are  safe- 
guarded against  loss  from  unauthorized  use  or  disposition;  2) 
transactions  are  executed  in  accordance  with  management's 
authorization;  and  3)  transactions  are  recorded  properly  to  permit 
the  preparation  of  financial  statements  in  accordance  with  generally 
accepted  accounting  principles.  Inherent  limitations  in  any  system 
of  controls  may  cause  errors  or  irregularities  to  remain 
undetected.  The  current  system  evaluation  should  not  be  used  to 
project  to  future  periods  since  the  procedures  may  become  inade- 
quate or  compliance  with  them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first 
paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the    system.      Accordingly,    we    do    not    express    an    opinion    on    the 


system  of  controls  used  by  the  division.  However,  our  study 
disclosed  conditions  that  indicate  internal  control  weaknesses. 
These  conditions  relating  to  revenue,  expenditures,  and  EDP  are 
discussed  on  pages  3,   4,   and  5,    respectively. 

These  conditions  were  considered  in  determining  the  nature, 
timing,  and  extent  of  the  audit  tests  of  the  financial  statements. 
This  report  on  internal  control  does  not  affect  our  opinion  on  the 
financial  statements. 

The  preceding  five  paragraphs  are  intended  solely  for  the  use 
of  management  and  the  Legislature  and  should  not  be  used  for  any 
other  purpose.  This  restriction  as  to  use  is  not  intended  to  limit 
the  distribution  of  this  document  which,  upon  presentation  to  the 
Legislative  Audit  Committee,    is  a  matter  of  public  record. 

STATE  COMPLIANCE 

We  have  examined  the  financial  statements  of  the  Teachers' 
Retirement  Division  (TRD)  for  the  two  fiscal  years  ended  June  30, 
1984,  and  have  issued  our  report  thereon  dated  August  7,  1984. 
Our  examination  was  made  in  accordance  with  generally  accepted 
governmental  auditing  standards  and,  accordingly,  included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures 
as  we  considered  necessary  in  the  circumstances. 

Except  for  the  instance  of  non-compliance  described  in  the 
following  section,  TRD  complied  with  the  terms  and  provisions  of 
laws  and  regulations  for  the  transactions  tested.  Nothing  came  to 
our  attention  in  connection  with  our  examination  that  caused  us  to 
believe  that  TRD  was  not  in  compliance  with  the  terms  and  provi- 
sions of  laws  and   regulations  for  those  transactions  not  tested. 

Fund   Balance  Transfers 

TRD  has  not  complied  with  19-4-602(4),  MCA,  which  states, 
"upon  the  retirement  of  a  member,  his  accumulated  contributions 
shall  be  transferred  from  the  annuity  savings  fund  to  the  pension 
accumulation  fund."  Our  sample  of  thirteen  members  who  retired 
during  the  audit  period  indicated  the  contributions  of  nine 
members    were    not    transferred    in    a    timely    manner.       The    elapsed 


time  between  retirement  and  transfer  of  members'  contributions 
ranged  from  six  months  to  more  tlian  one  year.  Altfiough  the  law 
does  not  specify  a  specific  date  for  the  transfer  of  funds  the  law 
Indicates  the  transfer  should  occur  upon  retirement  of  a  member. 
We  believe  transferring  the  funds  six  months  to  a  year  after 
retirement  is  beyond  a  reasonable  amount  of  time.  Division 
officials  attempt  to  complete  transfers  of  retirees'  accounts  within 
six  months  of  certification  of  benefits.  They  stated  one  reason  for 
the  delay  Is  they  often  do  not  get  final  contribution  reports  from 
the  retirees'  employer  In  a  timely  manner.  TRD  officials  also  cited 
the  division's  personnel  turnover  and  workload  as  reasons  for  the 
untimely  transfers. 

RECOMMENDATION   #5 

WE  RECOMMEND  THE  DIVISION  ESTABLISH  PROCEDURES 
THAT  WILL  ENABLE  THE  TRANSFER  OF  RETIREES'  AC- 
COUNTS FROM  THE  ANNUITY  SAVINGS  FUND  TO  THE  PEN- 
SION ACCUMULATION  FUND  IN  ACCORDANCE  WITH  STATE 
LAW. 

PRIOR  AUDIT   RECOMMENDATIONS 

The  previous  audit  report  on  the  Teachers'  Retirement  Divi- 
sion contained  two  recommendations  still  applicable  to  the  division. 
The  division  implemented  one  of  the  recommendations,  but  not  the 
other  one.  The  recommendation  which  was  not  implemented  deals 
with  the  SBAS   reconciliation  on  page  3  of  this  report. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Teachers'  Retire- 
ment System  as  of  June  30,  1984,  the  related  Statements  of  Reve- 
nues, Expenses  and  Changes  in  Fund  Balance,  and  Statements  of 
Changes  in  Financial  Position  for  the  two  years  then  ended.  Our 
examination  was  made  in  accordance  with  generally  accepted  gov- 
ernmental auditing  standards  and,  accordingly,  included  such  tests 
of  the  accounting  records  and  such  other  auditing  procedures  as 
we  considered  necessary  in  the  circumstances.  We  did  not  examine 
the  investments  or  investment  income  of  the  fund,  which  consti- 
tutes 91  percent  of  total  assets  for  fiscal  year  1983-84  and  39  and 
38  percent  of  total  operating  revenues  for  fiscal  years  1982-83  and 
1984,  respectively.  These  investments  were  examined  by  other 
auditors  whose  report  has  been  furnished  to  us.  Our  opinion,  as 
it  relates  to  the  amounts  included  for  investments  and  investment 
income,   is  based  solely  on  the  opinion  of  the  other  auditors. 

Fund  balances  do  not  agree  between  the  Balance  Sheet  and 
Statement  of  Revenues,  Expenses,  and  Changes  in  Fund  Balance 
for  fiscal  year  1984.  The  Balance  Sheet  reports  a  fund  balance  of 
$335,222,977  and  the  Statement  of  Revenues,  Expenses,  and 
Changes  in  Fund  Balance  reports  a  fund  balance  of  $335,222,777. 
Teachers'  Retirement  Division  could  not  explain  the  difference  of 
$200. 

The  ending  fund  balance  on  the  Statement  of  Revenues, 
Expenses,  and  Changes  in  Fund  Balance  for  fiscal  year  1983  does 
not  agree  to  the  beginning  fund  balance  for  the  fiscal  year  1984 
statement.      The   ending    fund    balance    in    1983    is    $289,827,150    and 


the  beginning  fund  balance  in  1984  is  $289,827,585.  Division 
personnel  could  not  explain  the  difference  of  $435. 

The  Teachers'  Retirement  Division  was  unable  to  identify  a 
portion  of  working  capital  use  on  the  Statement  of  Changes  in 
Financial  Position  for  both  fiscal  years.  The  amounts  in  question 
are  identified  as  an  undetermined  use  on  the  financial  statements. 
The  amounts  represent  approximately  .1  percent  of  working  capital 
uses  in  each  year. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  except  for  the  effect  of  the  matters  discussed  in 
the  preceding  three  paragraphs,  the  financial  statements  referred 
to  above  present  fairly  the  financial  position  of  the  Teachers' 
Retirement  System  as  of  June  30,  1984,  and  the  results  of  its 
operations  and  changes  in  its  financial  position  for  the  two  fiscal 
years  then  ended  in  conformity  with  generally  accepted  accounting 
principles  which  have  been  applied  on  a  consistent  basis. 


Respectfully  submitted. 


JMnes  H.   Cillett,   CPA 
Deputy  Legislative  Auditor 


August  7,    1984 


Approved  by: 

Robert  R.    Ring^ood 
Legislative  Auditor 
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TEACHERS'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1984 


ASSETS: 

Current  Assets: 
Cash 

Accounts  Receivable 
Interest  Receivable 

Investments: 
Mortgages 
Securities 
Common  Stock 
Land  and  Buildings 
Less:   Accumulated 
Depreciation  on  Buildings 
Total  Investments 
Other  Assets: 
Equipment 

Less:   Accumulated 
Depreciation  on  Equipment 

Deferred  Losses  (Footnote  A) 

TOTAL  ASSETS 


!  46,304.745 

218,786,-69I 

43,773,621 

193,844 

(53,324) 


$  4,128,685 
5,504,372 
6,490,794 


309,005,577 

22,294 

(13,627) 

13,177,686 

$338,315.781 


LIABILITIES  AND  FUND  BALANCE: 

Current  Liabilities: 

Accounts  Payable 

Accrued  Expenditures 
Other  Liabilities: 

Unamortized  Mortgage  Discounts 

Deferred  Gains 

Fund  Balance: 

Pension  Accumulation 
Annuity  Savings 
Annuity  Interest  Savings 
Total  Fund  Balance 

TOTAL  LIABILITIES  AND  FUND  BALANCES 


123,387,873 

142,865.469 

68,969,635 


665,527 
183,615 

143,705 

2,099,957 


335,222,977 


$338.315.781 


The  footnotes  to  the  financial  statements  are  an  integral  part  of 
this  statement. 
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TEACHERS'  RETIREMENT  SYSTEM 

STATEMENT  OF  REVENUES.  EXPENSES.  AND 

CHANGES  IN  FUND  BALANCE 

FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1983  AND  1984 


OPERATING  REVENUES: 

Membership  Contributions 
Employer  Contributions 
Investment  Earnings 

Total  Operating  Revenues 


1984 

25,018,366 
24,103,285 
30.338.736 
79,460,387 


1983 

20,786,014 
20,158,344 
25,916.847 
66.861.205 


OPERATING  EXPENSES: 
Benefit  Payments 
Withdrawals 

Administrative  Expenses 
Investment  Expense 
Prior  Year  Adjustments 
Depreciation  Expense 

Total  Operating  Expenses 


28.791,213 

4.230.672 

489,981 

100.580 

488,339 

4,983 

34,105,768 


25,957,774 

3,405,461 

320,960 

93,422 

367,931 

4,938 

30.150,486 


OPERATING  TRANSFERS  IN: 

Public  Employees'  Retirement  System 


40,573 


21.890 


OPERATING  INCOME 


45.395.192     36,732.609 


FUND  BALANCE,  JULY   1 
Adjustments  to  Fund  Balance 
FUND  BALANCE,  JUNE  30 


289,827,585    253,068,428 


26,113 


$335.222,777   $289,827,150 


The  footnotes  to  the  financial  statements  are  an  integral  part  of  this 
statement. 
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TEACHERS'  RETIREMENT  SYSTEM 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 

FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1983  AND  1984 


1984 


1983 


SOURCE  OF  WORKING  CAPITAL: 
Net  Operating  Income 
Add  Items  Not  Requiring  the 
Use  of  Working  Capital: 
Depreciation 
Deferred  Gains 
Deferred  Revenue 
TOTAL  SOURCES 

USE  OF  WORKING  CAPITAL: 
Investments 
Deferred  Losses 
Deferred  Revenue 
Undetermined  Use 
TOTAL  USE 


NET  INCREASE  IN  WORKING  CAPITAL 


$45,395,193    $36,732,609 


4. 

,983 

4. 

,938 

520, 

,932 

1. 

,417, 

,653 

$38, 

34, 

,189; 

,219 

$45. 

,921, 

,108 

,419 

43; 

,353; 

,154 

32, 

,348, 

,217 

I; 

,642; 

34, 

,592 
,219 

152; 

,812 

45, 

,206 

32, 

,928 

$45; 

,075; 

,171 

$32; 

,533; 

,957 

$ 

845; 

,937 

$       5; 

,655; 

,462 

ELEMENTS  OF  NET  INCREASE  IN 

WORKING  CAPITAL: 
Cash 

Accounts  Receivable 
Interest  Receivable 
Accounts  Payable 
Accrued  Expenditure 
Uncleared  Collections 


(930,579) 
1,047,437 
1,145,887 
(242,931) 
(173,877) 


4,023,174 

786,232 

846,419 

(7,313) 

(9,390) 

16,340 


NET  INCREASE  IN  WORKING  CAPITAL 


$   845,937 


$  5,655,462 


The  footnotes  to  the  financial  statements  are  an  integral  part  of 
this  statement. 
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TEACHERS'    RETIREMENT   DIVISION 

NOTES  TO  THE   FINANCIAL  STATEMENTS 

FISCAL  YEAR   ENDED  JUNE   30,    1984 

NOTE  A.    SUMMARY   OF  SIGNIFICANT  ACCOUNTING   POLICIES 

Basis  of  Accounting 

The    Teachers'    Retirement    System    maintains    its    accounts    on 
the  full  accrual  basis  of  accounting. 

Valuation  of  Investments 

Short-term     investments    and     state    securities    are    stated    at 
cost.      Federal    and    corporate    securities    are    stated    at    book   value 
increased    by    the    amount    of    unamortized    premiums     ($121,764    in 
fiscal  year  1984)  and  decreased  by  unamortized  discounts   ($16,158,623 
in  fiscal  year  1984) . 

Market  value  of  the  investments  were  as  follows: 


Connnon  Stock 
Securities 

Bankers  Acceptances 

U.S.    Government   Securities 

Canadian  Obligations 

Municipal   Bonds 

Corporate  Bonds 

Securities   Subtotal 

Montana  Mortgages 
Land   and  Buildings 


June  30,    1984 

$   58,168,803 

3,976,870 

35,071,564 

20,241,701 

1,321,118 

119.435,168 

180,046,421 

46,304,688 

139.271 

$284,659,183 


Gains  and   Losses  on   Bond  Swaps 

The  deferral  and  amortization  method  was  used  for  accounting 
for  gains  and  losses  on  bond  swaps  (i.e.,  the  unamortized  de- 
ferred   gains    or    losses    are    netted    against    the    investment   account 
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and   written  off  over   the   life  of  eitiner   the   bond   sold   or   acquired, 
whichever  is   less) . 

NOTE  B.    DESCRIPTION   OF   PLAN 

The  Teachers'  Retirement  System  is  a  defined  benefit  plan 
that  covers  all  teachers  in  the  state  of  Montana.  The  member's 
contribution  to  the  plan  is  7.044  percent  of  the  member's  salary 
and  is  deducted  by  the  employer  and  sent  to  the  Retirement  Sys- 
tem to  be  credited  to  the  member's  individual  account.  The  em- 
ployer pays  an  amount  equal  to  7.32  percent  of  the  member's 
salary  to  the  Retirement  System. 

A  detailed  description  of  the  Teachers'  Retirement  System 
plan  can  be  found  in  the  Montana  Code  Annotated,  Title  19,  Chap- 
ter 4,  and  in  the  Montana  Teachers'  Retirement  System  Handbook 
of  information  available  upon  request  from  the  Teachers'  Retire- 
ment System,    1500  Sixth  Avenue,    Helena,   Montana     59620. 

NOTE  C.    UNFUNDED  ACCRUED   LIABILITY 
Method  of  Funding 

The  method  of  funding  employed  in  the  actuarial  valuation  as 
of  July  1,  1983,  is  commonly  referred  to  as  the  entry  age  normal 
cost  method.  This  method  establishes  a  normal  cost  of  the  system, 
as  well  as  an  unfunded  percentage  of  total  salaries  required  to 
fund  the  benefits,  assuming  this  percentage  had  been  contributed 
since  each  member's  entry  into  the  system. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
system  and  the  present  value  of  expected  future  contributions  for 
normal  costs.  The  unfunded  accrued  liability  was  calculated  to  be 
$519,277,339  as  of  June  30,  1983.  The  amortization  period  of  the 
unfunded  liability  was  determined  to  be  40.25  years. 

The  actuary  concluded  that  the  Retirement  System  is  funded 
on  an  actuarially  sound  basis.  This  means  that  the  present  em- 
ployee/employer contribution  rate  is  sufficient  to  fund  the  actuarial 
liability. 
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NOTE  D.    ACTUARIAL    PRESENT    VALUE    OF    ACCUMULATED    PLAN 
BENEFITS 

The  actuarial   present  value  of  accumulated   plan   benefits  is  as 
follows: 

1.  Vested  benefits  of  participants 

receiving  payments:  $263,744,000 

2.  Vested  benefits   of   current 

employees:  333,122,000 

3.  Nonvested  benefits  of   current 

employees:  11,409,000 


The  present  value  of  vested  benefits  of  current  employees 
anticipating  future  benefit  increases  based  upon  projected  salary 
increases  would  be  $516,418,000.  Similarly,  the  present  value  of 
nonvested  benefits  anticipating  future  benefits  increases  based  on 
projected  salary  increases  would  be  $15,540,000. 

The  projected  increases  in  vested  benefits  are  based  upon  an 
underlying  cost-of-living  assumption  of  5i  percent  plus  increases 
for  meritorious  service  and  longevity. 

NOTE  E.     REPORTING 

Teachers'  Retirement  Division's  financial  statements  presented 
in  the  report  previous  to  this  one  and  for  fiscal  year  1982-83  were 
prepared  from  the  activity  in  the  following  accounting  entities: 
02077  -  Teachers'  Retirement  Earmarked  Revenue  Account;  09089  - 
Teachers'  Retirement  Agency  Account;  and  09307  -  Teachers' 
Retirement  Fuilam  Estate  Agency  Account. 

These  entities  were  reorganized  at  the  beginning  of  fiscal 
year  1983-84  and  the  financial  statements  for  this  period  reflect 
the  activity  in  the  following  accounting  entities:  09506  -  Teachers' 
Retirement  Agency  Account,  which  includes  all  activity  previously 
recorded  in  the  Earmarked  Revenue  Account;  and  08002  -  Teachers' 
Retirement  Fuilam  Estate  Agency  Account, 
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NOTE   F.    USE  OF  ESTIMATES 

The  figure  reported  on  the  balance  sheet  for  fiscal  year  1984 
as  interest  receivable  in  the  amount  of  $6,490,794  is  an  estimated 
figure  provided  by  the  Board  of  Investments.  An  estimate  was 
used  because  the  actual  figure  was  not  available  at  the  time  of  the 
audit.  The  actual  figure  for  interest  receivable  is  not  expected  to 
differ  materially  from  the  estimated  amount   reported. 

NOTE  C.  COMPENSATED  ABSENCES 

Teachers'  Retirement  Division's  liability  for  compensated 
absences  is  $21,814  as  of  June  30,  1984.  This  represents  100  per- 
cent of  accrued  vacation  and  25  percent  of  accrued  sick  leave  for 
division  personnel  at  that  date. 
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AGENCY   REPONSE 


The  Teachers'  Retirement  System 


state  of  Montana 

1 500  Sixth  Ave.        Phone  406-444-31 34 
HELENA,  MONTANA  59620 


RFOFIVED 

OCT    9  1984 

MONTANA  LEGISUTIVE  AUDITOR 


MEMBERS  OF  THE  BOARD 

J.  THOMAS  RYAN,  Helena,  Chairman 
JAMES  E.  BURKE,  Livingston 
J.  WILLIAM  KEARNS,  JR.,  Townsend 
KENNETH  M.  MESKE,  Great  Falls 
EDWARD  F.  ARGENBRIGHT 

State  Supt.  of  Public  Instruction,  Ex  Officio 
LEROY  A.  CORBIN,  Butte 


October  9,  1984 


F  ROBERT  JOHNSON,  Executive  Secretary 
MARY  L.  ANDRIDGE,  Ass't  Executive  Secretary- 


Robert  R.  Ringvrood 
Legislative  Auditor 
State  Capitol 
Helena,  Montana   59620 
DEADHEAD  MAIL 

Dear  Mr.  Ringwood: 

In  accordance  with  your  request,  we  are  enclosing  our  written 
responses  to  the  recommendations  addressed  in  your  recent  audit  of  the 
Teachers'  Retirement  Division. 

We  wish  to  thank  you  and  your  staff  for  their  kind  consideration 
and  assistance  during  this  audit. 


Sincerely, 


^^^^^^fX^/i*UL^. 


F.  Robert  Johnson 
Executive  Secretary 


Enclosure:   Response  to  Recommendations 

RJ/dlb 
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RECOMMENDATION  #1; 

We  recommend  the  division  perform  a  periodic  reconciliation  of 
dollar  balances  recorded  on  the  computer  subsystem  and  SBAS  for  con- 
tributions and  refunds. 

It  has  consistently,  been  the  policy  of  the  Teachers'  Retirement 
System  to  perform  the  recommended  reconciliation  between  our  computerized 
subsystem  and  SBAS.   It  is  now  apparent  that  our  reconciliation  of  sub- 
system transactions  to  SBAS  input  documentation  does  not  include  all 
possible  entries  into  the  two  systems.   In  the  future,  a  monthly  reconciliation 
between  the  dollar  balances  recorded  in  each  system  will  be  done  and  any 
differences  discovered  will  be  corrected.   We  will,  also,  complete  the 
reconciliation  for  the  period  prior  to  June  30,  1984  and  correct  the 
remaining  differences  that  exist. 


RECOMMENDATION  #2: 


We  recommend  the  division  establish  a  procedure  for  a  monthly 
management  review  of  the  propriety  of  benefit  payroll  changes. 

Although  we  agree  with  the  recommendation,  our  present  workload 
does  not  provide  the  management  level  resources  needed  to  conduct  a 
review  procedure,  even  on  a  random  sample  basis.   We  are  considering 
changing  a  position  classification  which  would  allow  us  to  comply  with 
the  recommendation  on  a  regular  basis,  but  the  change  is  dependent  upon 
the  resources  made  available  to  us  in  our  administrative  budget. 


RECOMMENDATION  #3; 

We  recommend  the  division  prepare  a  written  disaster  recovery  plan 
and  establish  procedures  which  will  assure  processing  of  the  retirement 
system's  application  in  the  event  of  a  disaster. 

We  concur  with  the  recommendation  and  will  be  contacting  Computer 
Services  Division  in  writing  to'  obtain  the  required  priority  for  essential 
applications  as  well  as  the  required  documentation  for  data  backup 
procedures. 


RECOMMENDATION  #4: 


We  recommend  the  division  revise  its  security  rules  to  further 
restrict  access  to  its  production  files. 

We  agree  with  the  recommendation  and  have  had  verbal  communication 
with  CSD  regarding  this  matter.   Written  communication  will  be  directed 
to  CSD  which  will  restrict  all  but  the  input/output  controller  and 
designated  TRD  personnel  to  access  the  file.   Other  personnel  currently 
allowed  access  would  be  restricted  to  a  "read  only"  application. 
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RECOMMENDATION  #5: 

We  recommend  the  division  establish  procedures  that  will  enable  the 
transfer  of  retiree's  accounts  from  the  annuity  savings  fund  to  the 
pension  accumulation  fund  in  accordance  with  state  law. 

The  law  does  not  provide  any  specific  time  by  which  transfers 
should  be  made,  however,  we  agree  they  should  be  made  as  quickly  as 
possible.   Passage  of  the  25  year  retirement  provision  in  1983  increased 
retirements  approximately  25%  and  most  of  our  members  retire  at  the  end 
of  a  school  year.   This  fact  plus  passage  of  TEFRA  by  Congress  imposed 
additional  duties  on  the  position  responsible  for  the  transfer  process. 
We  will  do  whatever  possible  with  the  human  resources  available  to 
complete  the  transfer  process  in  a  time  frame  acceptable  to  the  audit 
staff. 
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